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MEMORANDUY FOR: Deputy Directer (Support) 
SUBECT t Purchase of (ffice Hachines for Use by CEHA 


REFERENCE 3 Femerandum for Depaty Director (Support) from 
Chairman of the Board of itreetore, GEHi; subject, 
Administrative Action in Herpect to the Insurance 
and Clains Branch, %ffice of Personnel, dated 
6 April 1955. 


1. Reference semorandum has been ferwarded by you to thia office 
for coments. The mexorandum requests your apprewal for the expendi - 
ture of Ageney funde to procure certein business machines ari other 
relate eqripment for use is sreesesing GHIA premiums ond duos. 


2e From the standpoint of this offica, the iseue raise here in 
only ons expect of a larger problem which members of this office have 
been considering for several weeks. Ag you are aware, CEHA fs a private 
corporation, incorporated under the lawe of the Digtriet of Columbia 
fer the stated purpose ef “providing fer the payment of accident and 
hospital benefits to mesbers or their dependenta." By ite by-laws, the 
membership of GEHA 4s limited to "emplovees" of this Agency. The fact 
remains, however, that it is, under the law, a prévate corporation and 
not a Panciional or proprietary operetion cf the Savarmaent. Thie 
reisee certein serious questions as te the prepriety and legelity of 
this Ageney’s paying from its wproprieted funds, the tetal cvarhead ex- 
penses ef (EBA, In this regerd you will recall that you recently de- 
clined te approve payment from Agency fumis of a GEHA eash shortage 
resulting from the handling of premiums received. 


3. A eindlar preble= was considered several years ago with regoest 
te the CIA Federal Credit ‘nion. Yor the “Irst seven yearn of tte exist- 
ence, the employees’ salaries and sther cverhead expenses of the Credit 
Injen were borne by the Agersey. ‘pon investigation, it was detersinad 
that these coate should not properly be paid by the Agency, tat from seraed 
ineome of the Credit Union. “his change has been affected, ind the “redit 
Unden cow reimburger the 4gency for the salaries sf its full-time ex- 
ployee: and has recently surchased from earned income servers] business 
machines similar to those now requested by © FEA, 


he We readily recognize that the tetal cost of operating CEHA should 
not properly ba paid by toe membership beceuse the costs normally iedices: 
© operating an organisation of Guile neture ere unreagonably increse:d by 
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the security demands of thie ‘gency. The prime example of thie is the 
fact thet claims against the policies are handled internally anid net 
by the usderwriter ag would normally be the case. Certain other 
security especte, euch an the time~cons:ming problems occericned by 
dealing with both tree nases and cseudeoayms, undoubtedly alsc add te 
the eoet factor. However, to the extent that a portion of the totel 
coets sre normal to any simdler organization net confronted «ith the 
special demande imposed by this Agency, evch coste should be borne &y 
the menberuhip. “onles to meat auch ecsts would undeubtedly have to 
come from levying anual dues on the membership. 


Se With apecific reference to the request at hand, thie office 
recommends thet your epsroval be deferred until a study of the owerell 
problem relating to the overhead ccate of CEHA is accomplished. It is 
our uMierstanding that the machines to he proeured will be ured to 
process premiwe and dues receirts, and uct te record claims. ®inee such 
payrents are always eollected by the group and gabmitted collectively 
to the underwriter, it would spear that the cost of incremsing the 
efficiency of auch collections shievld be peid by the membership. As a 
aeggestion, & survey of gimiler baneficial aeseciations wight give 
gpidance on whet could be econsidered as normel overhead casts of the 
organisations An equitable formule could then be established to apportion 
the overhead coste of TEHK between the sembership and the Agency. 


/sf 


TAWRENWCE BR. HOUSTON 
conere] Counsel 


Attschnent ~ Reference! “escrectia: 


CORY 
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